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1 

TRIBE OF INDIBNS, Window Rock, Arizona, herelti called "Buyor". 
1 '  ' .  

WI'JWSSETH: That Se&lt% has agreed and dosa hereby agree t o  
I .  . .  
,, , 

sell Ca Buyer, end Buyer has agreed and does I~araby agrw to purchate from 

Seller, the certain electric dP8tribution l inea and ralated facilitice, 

hereinaftex mora particularly descrLlod, situaccr on Navajo ,LW+ervation, , ,  

upoa tho following terms and conditions: 

THE PROPERTY;, 

, .  
I .  I .  

, I  

! 
I 

, , ' .  I . . .  , 

I 
' .  I 
' I  The propotty which ,is zhe eubject 01: Chi6 Agrement, t o  be 80lJ , .  

, ,  , , ' I ( '  
1 '  , . 

by Seller t o  Buyer, consiata oT all O f  the electric ditstribulian lines 
I '  

abd related fwilitiea owed by' Seller i n  the Fort Defianccir, Window hock,, I . .  . 
.! ' I . '  ' . .  

, ,  . .  
, .  1 , ' ,  ' .  

: ,:. 1 '  ' 
Twin hk48, and Tohatchi areas, all being within the boundaries 'of the .:;. 

~ s v a j o  Reservation, ad dealgnat4 and shown on chha f0110wlng  maps, to-wii: 

', 
' . I  . :. , . s  

' , .  , , . . . .  , 

I '  , .  .. , 

Town Map 
706 
707 
70 9 

7Mb 
745 
752 

738 

Company Map No, b y  and Detail Map NO. 
3 28 7 -2 
347 7 -7 
348 7 -8 
349 7 -9 
366 12-18 
346 12-12 
368 7 -14 
386 12-24 

I 

I 

. ' I  , .  ' 

I A c ~ p y  of aaid maps ehowing thb location of the raid fac f l i t f ea  i s  attached 

t o  this agreement snd made a part hereof. . ' . . (  

I . .  . 
, .  
I . .  

1. ' :  , , '  
! , '  . ' 

, -  . ,  

. .  
I . .  I 

. .  
, '  ., j ,  . ' '  '.. 

. .  
, ,  :. , , , .  

. ... , .  . EXcBrnIO_N_: . .  
' I .  

It i s  specifically usdaretood':,,and. agreed thal;. tt& Agreement . ', .. I. ' ' 

I 
, ,. . .  , 
'.. I, , 

does not. covdt the distribution Linea and ral 

Cooperative on Chb Naval o Resacvation dcacriba 

LIPTON-HOUCK AREA 
'Be&$nlutag at a point on the:Ariz 
the Southeast corner of Section '16, 
Councy Arizoaa; thhnce running West 
Sectri;(me 16 & 21, 17 h 20 and 14, & 1 

, 



range go the Soufhwcst comer of Section 18; therrcc South 
along the ranse liae coiurnon Go R 30 and 31 E to fh8 township 
line counnon t o  T 22 6 23 PJ; thaaca Woe& alorrg tha tomahip 
l i n e  comrmn tO 3 22 & T 23 El, t o  tha Southwest corner o f  
Suctian 35, T 23 N, R 29 Is; thence North alon8 eecrlon Una 
comon GO secti,ons 3445, 27-26, 22-23, IS- lk ,  10-11 and 3-2 
of said townehip and range t o  She Nortb twnahip line; thence 
Wearc along a a i d  township line to the NOFrhW8st comer of 
the township; thence South 4long the range  lit^ C O I I P ~ ~ R  t o  
R 28 s a n d  R 29 K t o  the townahip line cotrppon t o  T 22N 
and T 23 1. Thence Weat along eaid townahip line to  thv 
Northwest corner of Section 1 T 22 N, t 26 E; thence South 
along the saction l ine  common t o  Sactions 2-1, 11-12, and 
14-13 to tha corner cornen to sectioua 13-14-23 6r 24 o f  
said townehip; thence Waat along fhe aecci.eian line cornon C 6  
Sections 14-&I end 15-12 ce the corner camwn t o  Sections 
15,16, 21 L 22;, thence South along the saatibn line comaon 
t o  Sactioas 21-22, 28-27 and 39-34 t a  the South l i n e  of 
said t o w h i p ;  fhanca Weat along the fwnship Una C<YIIPMR 
to T 21 N h T 22 N, H 28 E t o  the Navajo ESeservation Line; 
thenco South and b e t  along the existing reearvatioa boundary 
to tlid Arizona-New Mexico State L-; thence North along 
the State Line to  the  point of beginniw, 

Area encompasses spproximateXy 213 squwe milee, 

, 

Ra&rvutlbn apprdxlmately 15.5 mil,es North of tho Southeast. 
cornar o f  said Navajo Reaervetipn and being &he, protracted 
eldaihg corner o f  the Sourheael: corner of Section J2,. 
2 19 N, p 14 W I  McKinley Courlty, New Wxica; rhence rutming 
WasE along tha protracted soctbm l ines eoimnon t o  Sections ' 
12-&3, 11-14, 10715, 9-16, 8-17, and 7-18 t o  rtra range lina , 
common t o  range 19 Weep and K 15 W. 
aaLd rauga l ine to the South boundary of rhc Navajo 
Reservation; thence Bast: along said bouadary lo tha South- 
cast comer of the Reeervstloo; &hence Nbqh ahng the U$t 
boundary ~f aaid. Reservation E'o the poXnt o f  beginnin$. 

Area contain8 appraximaesly 63 square naFles. 

Th&nce South along 

' 

THE CONSIDERATIObl AND TPKMS: 

The agceed sale sad purchase price of Cite f a c l l i t i e e  above. 

doscribad t o  be sold undar rhia Agreetreat is the aum of $429,000.00, 

, t o  be paid i n  cash at the date of closing and upon &livery of B proper 

Bill of Sale rherafor showiag tha property t o  be frec! and d e e r  of l iens 

and encmbrances. T h e m  ehall be added t o  said awn tho invoice cost of 

any construcrlan or capital additiona made in the area affeccsd after $ley 

1, 1963, lesa tko valuo Q€ plant retirement, from the. uystam, from that 

date. 

I I . ,  .; 
.: 



~ ~ _ _  

TITLE: 

Se%l,er warrant5 that: i t  i a  the owner of the l ime aad rclated 

facil it ies above described, and that: said property i s  f ree  of rll liens 

and encumbramas of whureoever nature, exceptiw L mrcgage GO Chc 

Adminiatrator o€ the Rural EXectrlfication A$Qinietration, and that at 

tiwe of closing Sellar w i l l  deliver Eo Buyer a'propar release of said 

martgage 88 to the propextias to  ba delivered hereunder. . 
I .  

, I  

?SXISTING POWER camluuT,s~ 
At the fim of closing, Sellar wi~l'aeeign and ttunrfer t o  Buyer 

I ,  

a11 power *greemerxte and aonttacts which ik may'have at raid time for the 

furniehing of electric aervlce to CQRS)U~B~B beiiig served Pram esPd electric 

diatribution linea, and Buyer agrees t o  accept said contract6 and perEorm 

the obligations OX Ssllar thereunder and t o  m v e  and keep hamlass the 

Seller from any' further ablPgationsar liability utidar said power agreements 
. ,  * .  . 

and contxecta, 

said linea udder membership cerPlficntas, or 3wiEhout any epectEic agreement: 

Where electric  service h ' b e i n g  rendered t o  con8umerS on 
I I '  

or contracf i o x  BervfCe, $c le undsretood that Sailer will, at the time a€ 
, -  

closing, 4urniah t o  Buyer ts complete TAat o f  413. coneurnre then being 

sewad from auch diefrfbutian lines and w i l l ,  deliver t o  Buyer a copy of 

con~ume]: mtar recordar, together w i t h  the  rocord of any currant account 

payable for aarvice rendered t o  consrumare an eaid line5 within thirty days 

prior ta the date of transfer and aloairlg, and Bpiyer agrees Co r d t  i;o 

Sellar any and a l l  aume paid on auch accounte for aetvice'furniahed prior 

t o  dare of transfer of the facilities. 

FNWCHZSE: 

h a pert of the consideration for  this qreemont, and by way 

of indueemsix& to  Seller to  develop and extend service within the areas on 

the teeck~atton harainatfar described, the Buyer hereby gime and grsnte 

unto Seller the exclueive franchise and right to  fumleh electric service 

for the term of twenty-five (25) yo~req In the Pollcnuing described areas 
I 

-3 - 

' I  



an the Navajo Reservation, ro-wit: 

LUPTON-HOUCK A m  
Beginhing +& a point on the Arizona-New Mexico Stath Una, 
the So~theP8t; corner of SectLon 26, T 23 N, It 31 E, Apacha 
Caunty, 4rizona; thence runniug West on aoctioa l ine comnon 
t b  Sections 16 & 21, L7 h 20 and 18 & 19 of aaid township' 
and range t o  the SouthweaI: corner 02 Section 18; thence 
South along the range line cornmoo t ; ~  K 30 and 31 E t o  the 
township lfns COI~WR Co !I! 22 and 23 N; then~a Wart along 
the tomehip l ine comon ta T 22 6r 3 23 N, to the Southrear 
corner of SecCioD 35, T 23 N, R 29 E; chance North d o n g  
aectton l h c  CobWOn to 6ectiom 34-35, 27-26, 22-23, 15-14, 
10-11 and 3-2 of said towaahip and range t o  the North r o b -  
s h i p  lina; thence West along aaid t d ~ l 8 l l L p  Xina to tho 
Northweat corner of the tpwnskltp; thence South along tha 
range l i n e  common t o  R 28 E and R 29 33 Po the tawnahPp l i n e '  
CQrrrmOn t o  T 22 N and T 23 N, 
line t o  the Norrhweot; cornex of Sact$oa 1 T 22 N, R 20 8; 
thence South along ChCr aectian line c o m n  to Secfiobs 2-1, 
11-12, and 14-13 to thrl Corner cotmoa t o  section4 13-14-23 
dr 24 of said'tawn6hi.p; thence Wust along1 thu section l ine 
cowon t o  Sections 14-23 and 15-22 t o  the corner G o w n  t o  
Sections L5, 16, 21 & 22; t h a w s  South along the section 
line comamn Eo Sections 21-22, 28-27 and 33-34 to the South 
lLsc of said township; thence West along the township l ine 
comon t o  T 21 N . & . T  22 N, R 28 E to  the Navajo Ressrvation 
Line; thence South and East; along tha exlc&ing reservatidn 
boundary t o  the Arizona-New Mexico S t 4 t e  Line; thence North 
along the Sfate Line t o  the point of baginnisg, ' 

IPhence Wear u b n &  ssid  tomskip  * 

. 

Area encornpassea approximately 213 aquore rriil8e. 

STANDING BOCK AREA 
Beginsing at a point; on the Eaat Boundary o f  the Navajo 
Reservation approximately 15.5 mllea Nortb of the Soufhaaat 
corner of a a i d  Navajo Resetvation and bcinh the protracted 
closing corner of the South.lraaSt corne;r of Section 12, T 19 
.N, k 14 W, McKinley County, New Mexico; Claewe running Weer 
along the prorracced section lines common EO. Sections 12-4, 
11-14, 10-15, 9-16, 8-17, and 7-18 fa the range line common 
f o  rang& 14 West and R 15 U. Thonce South alang said range - 
line t o  the  South botuldsry of the Navajo BasorvaWm; thenco 
h a t  along said boundary t o  the SoutheuGt corner of 'the 
Bascrvntion; thence North along the Earat boundary of s d d  * 

Reservation f 4  the point o f  begindpg. 

Area contains approximately $63 aqUatB milas.. 

' 

. Upon the expiration of the franchise gPven, the Navajo TrFbe o f  Xndians atiall 

have the option to purchaae all electric lines and fac i l i t ies  of Sellar 

within 8bid sbove described areas at such price and upon such terms &o be 

nogotlazed by the partiea at that time, PROVIDED, HOWEVER, that if the 

porcies cannot; agrac wftlain 180 day8 86 t o  price atad t e r n ,  the rnafter 

w i l l  be submiccad t o  arbitration, cuch party 60 84ler.t ens arbitraror 

I .( I , . , .  

. .  . 

. .. 

I . .  . 
. .  , 



and they to  aelact tho third. 

final and binding on bath parCIe8. 

chat in the ,eventl that the Navajo Tribe of Zndi.as ahe l l  elect l;o ,purchme 

s a i d  distribution lines and facilities upon the tenainatiaa of said franchies, 

or, if a t  any time during the franchise tern\,the Cooperative makes w r i t t e n  

request theretor, the Tribo agrees f o  give an4 gtant an eaewent t o  the 

Cooperative for 4 transmission or tmnk feeder linna acrose the ~eservation 

t o  sierve that part o f  ice  sysrem Lying West and Sauth of the Navajo 

Ihervation i n  the States o f  New h x i c o  and Arizona, 

The deciaion of the arbitratore shal l  be 

5 t  i s  uodaratood and agreed, howevas, 

\ 

* 

-9 CLOSXNG- 

The closing of chis transaction and the transfer of &ltXe and 

pasarmsion of the facilities aha l l  be  it^ not lea8 than sinecy (90) days 

from the ef fact lve  data o f  this  coatrsct nor more than one huudrad twenty 

(120) days from the effectlve'date bf  th i s  contract, the axac& date ta be 

mutually *reed upon and determined with a view t o  m a k i a g  &n orderly 'eranebr 

of the s y ~ t ~ m ,  and f o  the. end that there ahall be no iaterruption in service 

t o  tho consumera on said facilities. 

APPROVAL OF ADMINISTRATOR: 

It i s  understood that t h i s  Agrement shall ,  be.aubj&r to  the 

spproval of the Adminipi frator of the bra1 Blectrif icat$an ' Adminf a t ration. 

I N  WITNXSS WHEREOF, the parties hQFet0 havqh sat, rhelr hand$ and 

seala this sdday of Apri l ,  1964. 

ATTEST: C O ~ I N E ~ & J d l d l ~  COOPBHATIVE, ZNC, 
. I  . 

BY: 
Secretary Prc 

Ch&rmaa, Navajo Tribal  Council 
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c3y-62-97 

1. The Navajo Nation Council is the governing body of 
the Navajo Nation, 2 N.N.C. S102(A); and 

2. Continental Divide Electric Cooperative, Inc. 
(Continental Divide)  owns and rpaintains an electric power  
distribution system serving the areas described in Exhibit ttA" to 
the Franchise Agreement, attached hereto as Exhibit "AA"; and 

The Navajo Tribal Utility Authority (the Authority) , 
organized in 1960 to provide utilities to the Navajo Nation, iS 

. authorized by the Navajo Nation council pursuant to Resolution 
CJY-32-92 to purchase Continental Divide's facilities and is 
negotiating with Continental Divide to purchase their facilities 
now serving the areas described in Exhibit I'A" to the attached 
Franchise Agreement (Exhibit %A"). me Authority and continental 
Divide have entered into a Letter of In t en t ,  a copy of which i s  
attached hereto as Exhibit ttBB"; and 

3. 

4 .  The Authority is further negotiating with 
Continental Divide to purchase facilities now serving areas within 
the boundaries o f  the Navajo fndfan Reservation at Sanders, 
chambers and Navajo, Arizona, which is illustrated in attached 
Exhibit *CCt@; and 

5 . .The Five-Year Franchise will expire on September 23 I 
1997; and 

6 .  The agreement for purchase of Continental Divide's 
facilities will require the approval of the Arizona Corporation 
Commission, the New Mexico Public Utility Commission, the Rural 
U t i l i t i e s  Service o f  the U . S ,  Department of Agriculture, and the 
Rural Utilities Cooperative Fhance Corporation; and 

' 7. The Economic Development Committea of the Navajo 
Nation Council and the Transportation and Camanunity Development 
Committee of the Navajo Natian Council have both made 
recommendations to approve an extension of the Five-Year Franchise 
Granted to Continental Divide Electric Cooperative, Inc. to allow 
the parties to finalize the agreement for purchase of facilities 
and to obtain the necessary regulatory and lender approvals (Copies 
o f  the Economic Development Committee and the 'hansportation and 
Camunity Development resolutions are attached hereto as Exhibits 
"DD" and "EE"); and 



cJY-62-93 

8 .  It is in  the best in teres t  o f  the Navajo Nation that 
the Five-Year Franchise granted Continental Divide by Resolution 
C J Y - 3 2 - 9 2  be extended f o r  not more than three years w i t h  the 
purpose of facilitating the negotiations and required contract 
approvals. 

NOW THEREFORE BE IT ICESOLVED -Tt 

The Navajo Nation Council hereby grants an extension of 
not more than three years to the Five-Year Franchise granted to 
Continental Divide Electric Cooperative, fnc., pursuant to 
Resolution CJY-32-92 on the same terms and COnditiOn8 as set forth 
in the Franchise Agreement, attached hereto as Exhibit OM". T h i s  
Franchise Extension shall  terminate upon conclusion of the purchase 
of Continental Divide Electric Cooperative, Inc., by NTUA. 

I hereby certify that  the foregoing resolution was duly 
considered by the Navajo Nation Council a t  a duly called meeting at 
Window Rock, Navajo Nation (Arizona), at w h i c h  a quorum was present 
and that same w a s  passed by a vote of 60 in favor, 0 opposed and 0 
abstained, this 23rd day of July 1997.  

bate ..Si# ea 
Motion: Ernest Hubbell 
Second: Leo Pino 
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NAVAJO T R I B A L  UTILITY AUTHORITY 
A N  ENTERPRISE OFTHE NAVAJOTRIBE 

Decerzber 15,  3.0P9 

Mr. Fred A. Lackey, Flanager 
Continental Divide Elec t r ic  Cocperative, Inc. 
P. 0. Box 1087 
Grants, Ffew Fexico 8702C 

Dear Mr. Lackey: 

Interim Chairman LeoRard Haskie of the Ksvajo Tribal Council, i n  i! l e t t e r  
dated December 8, 1989, advised Continental Divide Electr ic  Cooperative, Inc. 
( C D E C )  t h a t  the Nava jo  Nation was expressly exercising i t s  O p t i o n  t o  Purchase 
a l l  of C D E C ' s  e l ec t r i ca l  lifies and f x i l i t i e s  w i t h i n  the  Navajo Indian 
Reservation, i . e . ,  the S t m d i n g  Rock area and the Lupton-Houck area,  a t  such 
pr ice  and terms as shal l  be negotiated a t  the time of such sa le .  Your 
franchise granted by Resolution No. ACMY-82-64 by the Advisory Committee of 
the Navajo Tribal Council had expired on May 6 ,  1989, a f t e r  a 26-year period. 

The Kavajo Nation and the Navajo Tribal U t i l i t y  Authority recognized t h a t  a 
mirimurr: of three years would be required t o  e f fec tua te  the t r zns i t i on  and the 
buyout. Time will  be required f o r  information gathering, inver,tory of 
f z c i l i t i e s ,  evaluation and negotiations. I t  i s  for such reasons tha t  a 
refiewal pericd of three years was advarxed d u r i n g  which period COEC would 
continue t c  operate and maintain i t s  exis t ing f a c i l i t i e s .  

e 

Your October 17,  1989, l e t t e r  s tz ted cer ta in  te rns  and conditions w i t h  respect 
t o  the three year- icterim renewal period. In response t o  the matters s e t  
for th  therein,  i t  i s  the Nation's p o s i t i o n  t h a t  we have exercised the option 
provided i n  the Frztxhise Agreement. The O p t i o n  i s  not being car r ied  forward, 
and  we do not expect an adctitioncl Opticn a f t e r  the three year period. We do 
expect, however, t o  proceed w i t h  due good f a i t h  and dil igence to  complete the 
negotiation and the purchase of the e l e c t r i c  l i nes  and , f a c i l i t i e s  w i t h i n  the 
three year period. 

I f ,  for  reasons beyorx! the p a r t y ' s  cor;trol, this i s  not achieved, we believe 
tha t  there a re  legal and l eg i s l z t ive  remedies avai lable  t o  Continental t o  make 
ycur Corpcration whole. Eecause o f  the damage which would be suffered by the 
c i t i zens  and ccnsimers were such l ines  to  be removed, we do cot  believe t h a t  
thtit would be p r u d w t .  

I f  i t  becomes irnpcssible f o r  the U t i l i t y  Authority t o  acquire - a l l  of 
Continental I s  Arizoca f a c i l i t i e s ,  and Continental i s  required t o  continue 

Arizora, then the Tribe will  undertske t c j  grant an easement f o r  the existing 
trznsflission l i n e ,  subject  t o  negctiatiori as t o  the price and terms. 

I service t o  t ha t  p a r t  o f  the  system l i n e ,  west and south o f  the  Reservation i n  

i 0 

I Home Office: District Office: District Otfice: District Office: District Office: District Office: . . -. . . . - . . . P.O. Box 170 -p.o. Box i7 P.O. Box 408 P.O. eox im P.O. BOX 549 P.O. BOX 587 
Fofi Defiance. Arizona 86504 

(602) 7295721 
Kayenta. Arizona 86033 Tuba Cily. Arizona 86045 Shiprock. New Mexico 87420 Chinle. Arizona 86503 1 For! Defiance. Arizona 86504 

(602) 729-5721 (602) 697-3574 (602) 2835421 (505) 368-4639 (€02) 674-5470 
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Kr. Fred A.  Lzckey 
Pase 2 
December 15, 1989 

I n  exception ( b ) ,  Continental has indicated two pcs s ib i l i t i e s  f o r  p r o v i d i n g  
new services  or  cofistruction i n  the area t o  be acquired. The Ut i l i t y  
Authority i s  agreeable t o  work ing  w i t h  Continental on e i the r  Option, however, 
inasmuch as the O p t i o n  t o  Purchase has been exercised ar,d ultimately the 
f a c i l i t i e s  will become MTUA's property, we believe i t  would be prudefit t o  
focus on the l a t t e r  Cption and have RTUA Ferforri the construction subject t o  
inspection by CDEC. Such f a c i l i t i e s  WGuld, of course, be avai lable  , d u r i n g  the 
"renewal period" f r ee  o f  any cost or l i a b i l i t y  f o r  CDEC t o  prcvide e l ec t r i c  
s e m i  ce. 

Lastly, the matter of the t a x a t i o n  issues will  have t o  be resolved i n  con- 
s u l t a t i m  w i t h  the Tax Comdssion. 

The Navajo Nation and the Navajc Tribal U t i l i t y  Authority z re  pleased that  
Continental i s  wil l ing t o  negotiate the potential  s a l e  or transmissicn of 
power and energy f o r  FiTUA a t  the border of the areas involved i n  the Option. 
Furthemore, b o t h  are  confident t h a t  Continentsl 's  willingness t o  discuss 
poter;tial s a l e  of a l l  f a c i l i t i e s  i n  Arizonz, subject  t o  adequate settlemevt of 
ju r i sd ic t iona l  issues ,  maybe beneficial t o  a l l  par t ies  involved, consutxers, 
regulators,  Indians and P!oK-Indiars. These matters will be the subject of 
separate concurrefit discussions between the  Uti 1 i t y  Authority and your 
orga fii za t ion. 

Since i t  is  c l ee r  t h a t  The Nation has exercised the Opticn to  purchase a l l  the 
e l ec t r i ca l  l i nes  and f x i l i t i e s  w i t h i n  the franchised areas ,  i t  i s  The Nation 
and the  Authority 's  understanding t h a t  the negotiations,  w i t h  the  exception of 
the taxat ion issue nentioned ir, your l e t t e r ,  will  be discussed d i rec t ly  and 
negotiated w i t h  the  ManageKent of  the Navajo Tribal U t i l i t y  Authority. Any 
f ina l  approval will  cone from the appropriate committee of  The Navajo Tribal 
Coiinci 1 . 
ble trust t h a t  t h i s  l e t t e r  will er,able you and the Authority t o  i n i t i a t e  
necessary discussion t c  f a c i l i t a t e  the 

PDJ r/MPD/ms 
cc: Kr. Walter F. Wolf, J r .  

negotiations.  

Very t r u l y  yours, 

&dm$ 
Peter Desk, od ,  J r . ,  Executive Oirecior 
Divisior, 6f Natural Resources 

Kalcolm P.  Ds l tm ,  General Fvlttneqer 
Wavajo Tribal U t i l i t y  Authority 
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THE NAVAJO NATION 

LEONARD HASKIE 
IXTERlM CHAlRMAN 

THE NAVAJO TRIBAL COUNCIL 

IRVING BILLY 
INTERIM VICE CHAIRMAN 

THE NAVAJO TRlBAL COUNCIL 

Fred Lackey, Manager 
Continental Divide Electric Cooperative, Inc. 
P . O .  Box 1087 
Grants, NM 87020 

BE: Navajo Nation's Intent to Exercise Its Option 
to Purchase All Electric Facilities from 
Continental Divide Electric Cooperative 

Dsar Mr. Lackey: 

Pursuant to our discussion on September 26, 1989, 
in Window Rock, Arizona, the Navajo Nation through its 
utility enterprise, the Navajo Tribal Utility Authority, 
hereby advises Continental Divide Electric Cooperative that 
it is expressly exercising its option to purchase all of 
CDEC's electrical lines and facilities within the Navajo 
Indian Reservation at such price and terms as shall be 
negotiated at the time of such sale. As you are aware, 
CDEC's franchise in the Standing Rock area in New Mexico and 
in the Lupton/Houck area in Arizona had expired on May 6, 
1 9 8 9  after the expiration Of a twenty-five year franchise 
granted by Resolution (ACMY-82-64) of the Advisory Committee 
of the Navajo Tribal Council. 

The Navajo Tribal Utility Authority is also 
interested in pursuing acquisition of your facilities on 
non-Indian owned land in a corridor running from Sanders to 
Navajo. Because of such private, fee patent lands within 
the exterior boundaries of the Navajo Reservation, there is 
uncertainty regarding regulatory jurisdiction of the Arizona 
Corporation Commission should NTUA acquire your facilities 
on private lands. 

I 

poll Office Box 308 Window Rock, Navajo Nation (Arizonn) 86515 (602) 871-4941 
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The Navajo Nation and the Navajo Tribal Utility 
Authority recognize that a minimum of three years will be 
required to effectuate the transition and the buyout. Time 
will be required for information gathering, inventory, 
evaluation, and negotiations. Additional time will be 
required to determine whether or not NTUA can assume the 
Certificate of Convenience and Necessity, if necessary, from 
the Arizona Corporation Commission without submitting to 
state jurisdiction. 

In the meantize, v h i l e  t h c s o  issues are being 
discussed, it is desirable that CDEC continues to provide 
service to its existing and new customers. Your cooperation 
in a smooth and orderly transition is appreciated. 

Sincerely yours, 

Leonard Haskie 
Interim Chairman 
Navajo Tribal Council 

LH/DCB/ah 
E-L. 6 6 0  

xc: Malcolm P. Dalton, General Manager 
Navajo Tribal Utility Authority 
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BEFORE THZ ARIZONA CORPORATION COMMISSION 

WILLIAM A. MUNDELL 

JIM IRVIN 

MARC SPITZER 

Chairman 

Commissioner 

Commissioner 

IN THE MATTER OF THE JOINT ) DOCKET NO. E-01824A-00-0504 
APPLICATION BETWEEN CONTINENTAL ) 
DIVIDE ELECTRIC COOPERATIVE, INC. AND ) 
THE NAVAJO TRIBAL UTILITY AUTHORITY ) 
FOR THE APPROVAL OF THE SALE OF 1 
ELECTRIC UTILITY PROPERTIES AND ) 
TRANSFER OF CERTIFICATE OF ) 
CONVENIENCE AND NECESSITY 1 

CERTIFICATE OF PUBLIC NOTICE OF HEARING 

Applicant Continental Divide Electric Cooperative, Inc., through its undersigned counsel, 

files Certificate of Public Notice of Hearing in this matter. 

The Affidavit of Duane Beyal, Managing Editor of the Navajo Times, is attached as proof 

of publication. 

Respectfully submitted, 

Warren M. Denetsosie, Esq. 



I .  

AFFIDAVIT OF PUBLICATION 

I, Duane A. Beyal, Managing Editor of the Navajo Times, a legal 

newspaper published weekly at Window Rock, Navajo Nation, Arizona, 

do hereby swear that a legal notice: 
Public Notice of the Hearing of Continentia1 Divide 
Electric 

was published in said Navajo Times on the following date(s): 
May 3 ,  2001 

and that said notice is attached to this Affidavit and is a true and exact copy 

of said notice as published. 

BJpJ Duane A. Beyal 

Managing Editor 

STATE OF ARIZONA :) 

COUNTY OF APACHE :) 
1) 

SUBSCRIBED AND SWORN TO before me this 

day of ,2001. 
/GZ 

I My Commission Expires: 



-. .. .-.-. .. -. - __ . - - 
Parhers), 88%t"East Via de 
Negocio, Scattsdale, Arizona 
852583330, from 800 a.m. until 
5:OO p.m, Monday through Friday. 
in accordance with Instructions to 
Bidders, u on depositing the sum 
of Fifty D&rs ($50.00) per set to 

uarantee return of each set of 
BOc uments. The entire deposit wi 
be refunded u w n  return of t h i  

ders upon award 
and to the successful Bidder on 
execution and delivery of satistac- 
tory one hundred (1 00%) prcent 
Surety Company Performance and 
Pa ment Bonds. - 

);he work to @ performed pur- 
suant to this lnvttation for Bid will 
be funded in part by grants from 
federal agencies: therefore, any 
and all contracts awarded relative 
to this invitation for bid shall con- 
tain provisions required b Fed- 
eral, and Navajo Law andlOrdi- 
narices to include, but not be lim- 
ited to those required by the Ddvis 
Bacon Act (U.S.C. 76(A) I Prevail- 
ing Wage), the Navajo Preference 
and Employment Act, The Navajo 

Kayenta Community School, 
Inc., encourages local Navajo, In- 
dian, minority and women's firms 
and business enterprises to sub- 
mit bids under this invitationfor bid 
and further affirms its m i tments  
to use said local Navajo, Indian, mi- . nmtyandwomen'smand- 
-rpsesmpossbleendasmay 
berequimdbybylaw.Except 
f o r t h e a k n r e m c , a l I w  
derswill receive- without 
regardtorace,cdap~,~,ssx,  

the lnstrunions to Blddem NavaJo 
ambusiness*. 

The Owner resenrea Ihe-dght to 
reject any wall bkls. lo wake rlfor- 
I l l a t w s w ~ i n h b i d d i l g ,  
and to withhold the Bward for any 

!!!H?%61-01 

To all Heirs, Claimants and 0th 
Interested Parties: 

"LEGAL NOTICE 

HEARINGOF I 
. a  . 

.. 
1. ' . CONTINENTAL 

4' SOOPERATIVE, INC.' : 
FOR PERMISSION TO . .- 

TRANSMISSION AND 
- DISTRIBUTION ASSETS 

*. ' ' L . * '  INTHESTATEOF -,, 
ARIZONA TO THE 

"NAVAJO TRIBAL UTILITY . .  . ,... .. , I , .. , .  :.. , .  

AUTHORITY - 
On July 14,2000, Continental Divide Electric Cooperatiue (CDEC), in Docket 

No. E41 824A-OO-0504, filed a joint application for the sale of its electric transmis- 
sion and distribution system in the State of Arizona to the Navajo Tribal Utilii 
Authority (NTUA). 

The Arizona Corpordon Cornmission will hold a hearing on this matter com- 
mencing on June 4,2001 , at 9:oQ a.m. at the Commission's offices, 1200 West 
Washington street, Phoenix, Arizona. Public comments will be taken on the first 
day of the hearing. 

The law provides for an open public hearing in this proceeding. Intervention 
shall be permitted to any person entitled by law to intervene and having a direct 
and substantial interest in the matter. Persons desiring to intervene must file a 
' m e n  motion to intervene with the Commission, which motion should be sent to 
the Applicants or their counsel and to all parties of record, and which, at the 
minimum, shall contain the following: 

1. The name, address, and telephone number of the proposed intervenor i d  
of any party upon whom sew of documents is to be dade, if different than the 
intervenor. 
2 A short statement of the p r o m  intervenor's interest in the pmckding 

(e.g., a customer of Applicants, a shareholder of Applicants, a competitor, etc.): 
3.Astaternent cerbfying that a copy of the motion to intervene has been mailed 

to the Applicants or their c6unsel and to all parties of record in the case. 
The granting of motions to intervene shall be governed by A.A.C. R14-3-105, 

except that all motions to intervene must be filed on or before May 25,2001. The 
granting of intervention; among other things, entitles a party to present SwOm 
evidence at hearing and to cross-examine other witnesses. However, failure to 
&?Nene will not preclude any customer from appearing at the hearing and mak- 

9% ."Brie Commission does not discriminate on the basis of disability in admission to 
its public meetings P e m  with a disability may request a reasonable accom- 
modation such as a si language interpreter, as well as request this document in 
~ * * n m t i v e ~ m t , ~  cmtacting Shelly Hood, ADA Cooidinator, voice phone 
pumber 602/542-3931..E-mail shood@cc.state.az.us. Request should be made 

. w"Motions to intervene must be filed with the Arizona Corporation Commkon a; 
im0 West Washington Street, Phoenix, AZ 85007. A copy of the motion must 
alsobe mailed tothefollowincl individuals: Louis Denetsosie. Esa.. P.O. Box2544. 

.. 

a statement on such customer's own behalf. 

& eariy a s w b l e  to dlow time to arrange the accommodation. 7 9 . -  

Wlndow Rock, AZ 86515; armis Francish, Esq., 5400 Lo'm; ".E, Albuquerl 

yo be Published in The'NAVAJO TIMES May 3,2001. 
ue, N.M. 87110. - :  

E.&:ol TtzEZy7r 
86033-0337, 520-697-2009 
stsosie@ kayenta.kl2.az.u~. 
Equal OpportunitylNavajoNeterar 

, TEST ENGINEE 

'NOTICE OF INTE? 
UNAUTHORIZED I 
On March 29,2001, Bureau 

cials impounded the following li\ 
451, Hopi Partitioned Lands. 

PALAMINO STUD p, 0 

This impoundment was in acc 
cedures in 25 CFR Part 168.1 E 

These animals are redeemat 
of ownership and payment of im. 
appropriate fees as prescribec 
and 25 CFR 168.16. 
. If not redeemed, these anima 

lic Auction, at Valley Livestoc 
Arizona. The sales will be COR 
Wednesday after publication of 
costs for newspaper will be ad 
IS sent to the publisher. ' 
ro-tse Published in The NAVAJC 

' DUNN GELDING, -N 7 
-BAYSTUD . -N I 

~~ 

REQUEST COR Pt 
"ARCHITECTURAL AND ENGIN 
m e  Navajo Housing Authority (NHA 

Fngineering (NE) f i vs  registered in tb 
tlexico for N E  Services for the renovaa 
eplacement of 41 housing !nits listed t 

JM15-33 15 HO 
W05-01- 20H0 . 
JM15-38 3880 3 , 
G32-104 ' . 20H0 

El 2-89-2 .Y '  29H0 
E12-89-1 ,J 19H0 

E1 2-90-2 . 23HO ., 
lM15-62-1 lBtlp 

TOTAL: 207HO 
I' 

st of the Navajo Housing Autho 
0 be Published in The NAVAJO %ES 

Y 
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EXECUTIVE SUMMARY 
CONTINENTAL DIVIDE ELECTRIC COOPERATIVE, INC. 

NAVAJO TRIBAL UTILITY AUTHORITY 

SALE OF ASSETS AND 
TRANSFER OF CC&N 

DOCKET NO. E-01 824A-00-0504 

JOEL M. REIKER 

On July 14, 2000, Continental Divide Electric Cooperative (“Continental”) and 
the Navajo Tribal Utility Authority (“Utility Authority”) filed an application with the 
Commission requesting approval of the sale of certain electric utility properties in 
Arizona and the transfer of the Certificate of Convenience and Necessity (“CC&N’) from 
Continental to the Utility Authority. 

Continental is a New Mexico-based electric distribution cooperative, which 
provides electric service to New Mexico and Arizona members. The Utility Authority is 
a Navajo Tribal entity located in Fort Defiance, Arizona. The Utility Authority provides 
electric, gas, water, and wastewater utility services to the Navajo Nation The Utility 
Authority is not subject to Commission regulation. 

On April 13, 2000, Continental and the Utility Authority entered into an 
agreement under which the Utility Authority will acquire Continental’s electric 
transmission and distribution systems in the state of Arizona and attendant CC&N. The 
purchase price of the assets is $2,300,000, compared to a book value of approximately 
$2,113,163. 

Staff believes that the Utility Authority is a fit and proper entity to assume the 
CC&N currently held by Continental and the transfer is in the public interest. 

Staff recommends that the proposed sale of assets and transfer of the CC&N be 
approved, subject to a hearing. 



Direct Testimony of Joel M. Reiker 
Docket No. E-01 824A-00-0504 
Page 1 

INTRODUCTION 

Q. 
A. 

Q- 
A. 

Q- 
A. 

Q. 
A. 

Please state your name, occupation, and business address. 

My name is Joel M. Reiker. I am a Senior Rate Analyst employed by the Arizona 

Coi-poration Commission (“ACC” or “Commission”) in the Utilities Division. My 

business address is 1200 West Washington, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as a Senior Rate Analyst. 

In my capacity as a Senior Rate Analyst, I provide recommendations to the Commission 

on mergers, acquisitions, financing and sales of assets. I also perform studies to estimate 

the cost of capital for utilities that are seeking rate relief. 

Please describe your educational background and professional experience. 

In 1998, I graduated Cum Laude from Arizona State University, receiving a Bachelor of 

Science degree in Global Business with a specialization in Finance. My course of studies 

included classes in corporate and international finance, investments, accounting, and 

economics. In 1999, after working as in internal auditor for one year, I was employed by 

the Commission as an Auditor I11 in the Accounting & Rates Section’s Financial 

Analysis Unit. Since that time, I have attended various seminars and classes on general 

regulatory and business issues, including cost of capital and energy derivatives. In 

December of 2000, I was promoted to a Senior Rate Analyst. 

What is the purpose of your testimony? 

The purpose of my testimony is to present Staffs analysis and recommendations 

regarding the proposed sale of certain electric utility properties in Arizona and the 

transfer of the Certificate of Convenience and Necessity (“CC&N”) from Continental 

Divide Electric Cooperative (“Continental”) to the Navajo Tribal Utility Authority 

(“Utility Authority”), and to provide a recommendation to the Commission. 

JBCl18T 
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Direct Testimony of Joel M. Reiker 
Docket No. E-01 824A-00-0504 
Page 2 

Q. Was this testimony prepared by you or at your direction? 

A. Yes. 

Q. 

A. 

Upon what standards are you basing your recommendations? 

Utility Authority must be found to be a fit and proper entity to receive the CC&N of 

Continental and the transfer of Continental’s electric assets in Arizona must be in the 

public interest. 

SUMMARY OF THE TRANSACTION 

Q. 
A. 

Q. 
A. 

. . .  

. . .  

. . .  

. . .  

. . .  

JBCl18T 

Please describe the joint application of Continental and Utility Authority. 

On April 13, 2000, Continental and Utility Authority entered into a definitive agreement 

of purchase and sale (“AGREEMENT”) under which Utility Authority will acquire 

Continental’s electric transmission and distribution systems in the state of Arizona and 

attendant CC&N. Continental currently serves approximately 1,487 customers in Apache 

County, Arizona, and approximately 25,000 system wide. 

The purchase price of the assets is $2,300,000, compared to a book value of 

approximately $2,113,163. 

Why is Utility Authority purchasing the Continental properties? 

According to responses to Staffs data requests, Utility Authority is purchasing the 

Continental properties in order to carry out the purposes in its plan of operation, which is 

to provide electric, gas, and watedwastewater utility services to the Navajo Nation. 
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Q- 
A. 

Q. 
A. 

Specifically, what assets will be transferred to Utility Authority? 

The application seeks authority to transfer all of Continental’s electric assets located in 

Arizona to Utility Authority. Specifically, these include: 
-38 miles of 69kV line 
- 172 miles of single-phase distribution line 
-98 miles of three-phase distribution line 
-.5 17 acre substation fenced site, 1.15 acre total site 
-Power transformer, 7.5mVA 
-45 various breakers (including substation) 

How does Utility Authority intend to finance the proposed acquisition? 

According to Utility Authority, it will pay for the acquisition out of its general funds. I 

will provide a detailed financial analysis of Utility Authority later in my testimony. 

PARTIES TO THE TRANSACTION 

Q. 
A. 

Q. 
A. 

Please provide a brief description of Continental. 

Continental is a New Mexico-based electric distribution cooperative, which provides 

electric service to New Mexico and Arizona customers. Continental currently serves 

approximately 25,000 customers, 1,487, or approximately 6.0 percent of, which are 

located in Arizona. The divisional office serving Arizona customers is located in Gallup, 

New Mexico. 

Why is Continental selling its electric transmission and distribution systems in Arizona? 

Continental provides electric transmission and distribution service on portions of the 

Navajo Reservation. In accordance with its twenty-five year Franchise Agreement with 

the Navajo Nation signed in 1964, the terms of the 1964 Franchise Agreement granted 

Continental rights-of-way for a term of 25 years. Upon expiration of the Franchise, the 

Navajo Nation had the option to purchase Continental’s lines and facilities located on the 

Reservation. The Navajo Nation exercised its option to purchase the assets pursuant to 

the 1964 Franchise, but negotiations for the purchase and sale were not completed prior 

to the expiration of the Franchise. Continental and the Navajo Nation entered into 

JBCl 18T 
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another Franchise Agreement in 1992, which allowed Continental to continue to provide 

electric service on an interim basis. On December 28, 1994, the Navajo Nation notified 

Continental that it was exercising its option to purchase the Continental properties, and 

that Utility Authority would act as its agent to negotiate and purchase these electrical 

facilities. On April 13,2000, an agreement for the transfer was finally reached. 

Q- 
A. 

Please provide a brief description of Utility Authority 

Utility Authority was formed in 1965 by the Navajo Nation, a federally recognized Indian 

Tribe. Its principal office is located in Fort Defiance, Arizona, with five district offices 

located in Fort Defiance, Chinle, and Kayenta, Arizona, and Shiprock and Crownpoint, 

New Mexico. Utility Authority provides electric, gas, water, and wastewater utility 

services to the Navajo Nation. Utility Authority’s service area covers approximately 

25,000 square miles within the Navajo Indian Reservation in Arizona, New Mexico, and 

Utah. At the end of 1999, Utility Authority had approximately 500 employees with 

approximately 3 1,000 electric customers, 7,000 gas customers, and 26,000 

watedwastewater customers. 

Utility Authority is not subject to regulation by the Commission. Instead, its operations 

on tribal land are subject to regulation by tribal law, and are limited by the Navajo Nation 

Council to providing public utility services. 

Rates 

Q. 

A. 

What rates is Continental currently charging for residential service? 

Continental currently charges a monthly system/service charge of $5.00 plus $0.07680 

per kilowatt-hour (“kWh”). Continental’s average residential customer uses 

approximately 372 kWh per month, resulting in an average monthly residential bill of 

$33.57. 

JBC118T 
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Q. 
A. 

Q. 

A. 

Q. 

A. 

How do Continental’s current rates compare to the rates of Utility Authority? 

According to tariff schedules provided by Utility Authority, it charges a system/service 

charge of $3.00 plus $0.0660 per kWh. The monthly bill for 372 kWh under Utility 

Authority’s rates is $29.55. 

Are these the same rates Utility Authority plans to charge after it acquires the Continental 

electric system? 

Yes. Utility Authority plans to charge these rates to the former Continental customers. 

The new rates reflect a decrease of $4.02 per month or 12 percent for the average 

residential usage. 

Does Utility Authority plan to adjust electric rates in the Continental service area in the 

next three years? 

No. According to Staff data response JMR-2; 

Use reference fkom data response 
“Utility Authority does not plan to increase its electric rates during the 
next three years. Utility Authority has a purchase power agreement 
through at least 2003, with Tucson Electric Power Company which will 
have the effect of maintaining Utility Authority’s cost of power, 
therefore, Utility Authority will not be increasing its rates.” 

Service Changes 

Q. What will the new electric division be called? 

A. Utility Authority anticipates that it will use the name “Navajo Tribal Utility Authority” in 

operating the Continental properties. 

Q. 

A. 

How will Utility Authority staff and operate the Continental properties? 

Utility Authority will not be hiring or using Continental’s employees to operate the newly 

acquired system but will use personnel already located at its Ft. Defiance, Arizona district 

JBCl18T 
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office. These employees currently provide water and wastewater service to parts of the 

areas being acquired. 

The Ft. Defiance office will house a line crew, which will respond to outages and 

perform normal operation and maintenance on the acquired system. The Ft. Defiance 

crew is 15 miles closer to the service area than the current Continental service crew 

located in Gallup, New Mexico, 40 miles to the east, and should result in a reduction in 

response time to outages. 

Q. 

A. 

Q- 
A. 

Will Utility Authority eliminate any maintenance or customer services offices after the 

proposed transaction is complete? 

Utility Authority does not plan to eliminate any maintenance or customer services offices 

and is considering opening a sub-office in Sanders. 

Will customers experience any loss of existing services? 

Utility Authority asserts that the customers of Continental will suffer no loss of existing 

services and expects that response time and the quality of service should be equal or 

better than the service currently provided by Continental. Further, Utility Authority will 

combine electric, water and wastewater bills on one billing statement. 

Security Deposits 

Q. 

A. 

How will customer obligations such as security deposits be affected by the transaction? 

According to Continental, security deposits on the account of any Arizona Continental 

members will be applied to the final bill from Continental and any credit balances will be 

refunded by Continental to the customer. 

Utility Authority has stated that customers of Continental existing at the time of the close 

of the transaction will not be required to pay any fees to Utility Authority. Any new 

JBCl18T 
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customers of Utility Authority added after the close of the transaction will be subject to 

the normal deposits and connection fees charged to all new customers. 

Capital Credit Balances 

Q. 

A. 

Q- 

A. 

Q. 

A. 

JBCl18T 

What affect will the proposed transaction have on the Capital Credit balances of 

Continental’s Arizona members? 

According to Continental, “the Capital Credits will continue to be retired on a 20-year 

cycle as approved annually by the Board of Trustees”. 

Please discuss capital credits and how a cooperative’s member-owned structure is 

different from a corporate, investor-owned structure? 

Under the cooperative structure, net margins from operations are used either to improve 

and maintain the utility’s assets or to pay out to members as Capital Credit refunds. 

Members of the cooperative receive Capital Credits based on the amount of electricity 

they purchased. 

The current Arizona members of Continental will continue to receive Capital Credits 

after the close of the proposed transaction. Continental retires its capital credits on a 

twenty year rotation cycle. For example, if the sale of Continental’s Arizona assets is 

finalized in 2001 and the Arizona members’ accounts are terminated in 2001, the current 

Arizona members will receive Capital Credit disbursements in the year 2021, for their 

usage in 2001. 

Is Utility Authority projecting any reduction in overhead expense or savings as a result of 

the acquisition,? 

According to Utility Authority, no immediate synergies or decreases in overhead 

expenses will be realized by Utility Authority as a result of the transaction. The 

customers will be the main beneficiaries of the acquisition because rates will be lower, 
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there will be potentially faster response times when outages occur and the electric, water 

and wastewater bills will be on one statement. Further, because Utility Authority will 

provide various utility services, the affected customers may eventually benefit from the 

effects of economies of scale. 

Customer Service and Reliability 

Q. 
A. 

Q- 
A. 

Q. 

A. 

Q. 
A. 

Has either Continental or Utility Authority provided public notice of their application? 

Yes. Public notice of the application was published in the October 26,2000, edition of 

The Navajo Times, and the October 25 & 28,2000 editions of The Independent. 

Please discuss the quality of service provided by Continental in Arizona. 

Continental does not track the System Average Intemption Frequency Index (“SAIFI”), 

which is the average number of times a customer’s service is interrupted. However, 

Continental has provided the system average outage time for Arizona, which was 0.21 1 

hours in 1999, and ranged from 0.001 hours to 0.993 hours in the previous five years. 

Has the Consumer Services Section of the Commission received any complaints 

regarding Continental in the past two years? 

No. The Consumer Services Section of the Commission has received no complaints 

regarding Continental in the past two years. 

Please discuss quality of service and complaints filed against Utility Authority. 

Because Utility Authority is not regulated by the Commission, there is no record of 

formal complaints filed against the utility. However, Utility Authority has indicated that 

it has no formal complaints pending. According to Utility Authority, most complaints are 

handled directly by the billing clerks. If the customer seeks further resolution, appeal 

JBCll8T 
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Q. 

A. 

may be made to the District Manager, then to the General Manager and finally to Utility 

Authority Management Board. 

Utility Authority also does not track SAIFI, but has provided its system average outage 

time for the previous five years. In 1999, Utility Authority's system average outage time 

was 3.08 hours, and ranged from 2.93 hours to 4.46 hours in the previous five years, all 

below the RUS guideline of 5.0 hours. 

What action is Utility Authority taking in order to facilitate a smooth and orderly 

transition for the customers that are presently being served by Continental? 

Utility Authority held a series of community meetings throughout October and November 

in the affected areas to explain various issues and answer all questions from current 

Continental customers. Utility Authority provided staff with an outline of its 

presentation, as well as copies of materials distributed. Some of the materials provided at 

the meetings include information on the following: 

1) 

2) Current rates 

3) 

4) Life-support Care 

Utility Authority's Budget Payment Plan 

Utility Discount Program for Senior Citizens 

5 )  Safety 

6) Energy conservation 

7) Utility service requests 

Regulatory Experience 

Q. 

A. 

Is Utility Authority currently subject to rate regulation by the Commission? 

No. Because Utility Authority is a Navajo Tribal entity, it is not subject to rate regulation 

by the Commission. Thus, after the close of the proposed transaction, the properties 

JBCl1 ST 



1 

L 

L 

I 

I 

( 

1( 

1 

1: 

1: 

1, 

1 

11 

1 

1 

1 

2 

2 

2 

2 

2 

2 

2 

1 

r 
L 

Direct Testimony of Joel M. Reiker 
Docket No. E-01 824A-00-0504 
Page 10 

being purchased by Utility Authority will no longer be subject to regulation by the 

Commission. 

Q. 

A. 

Are there any governmental/regulatory agencies that oversee the operations of Utility 

Authority? 

Yes, According to responses to Staffs data requests, the following agencies oversee the 

various operations of Utility Authority: 

1) The Government Services Committee of the Navajo Nation Council exercises 

oversight over Utility Authority. Oversight includes appointment of Management 

Board members, recommending amendments to the Plan of Operation, receipt of 

reports on operations and finances, and approval of procedures for appeal of rate 

decisions. 

2) The Budget and Finance Committee of the Navajo Nation Council receives financial 

and annual reports from and has authority to order an audit of Utility Authority. 

3) The Office of Navajo Labor Relations has responsibility for enforcement of Navajo 

preference in employment laws. The Commerce Department of the Division of 

Economic Development-Navajo Nation has responsibility for enforcement of Navajo 

preference in contracting laws applicable to Tribal agencies and departments, 

including Utility Authority. 

4) The Rural Utilities Service (“RUS”) of the U. S. Department of Agriculture extends 

loans for rural electrification to Utility Authority and, as a consequence, Utility 

Authority is subject to the rules and regulations of the RUS. Projects that are built 

with federal financial assistance are subject to federal procurement laws. 

JBCl18T 
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5 )  The Navajo Nation Environmental Protection Agency (“NNEPA”) enforces 

environmental, health and safety laws and Utility Authority is subject to its 

jurisdiction. 

6) The Navajo Nation Council recently established a Navajo Nation Occupation Safety 

and Health Act and Utility Authority is subject to this Act, enforced by NNEPA. 

Q. 
A. 

How will electric restructuring affect Utility Authority’s electric operations in Arizona? 

According to Utility Authority, the utility has no immediate plans to participate in 

restructuring or competition. 

Capital Expenditures 

Q. 

A. 

Q. 

A. 

Was Continental anticipating any significant capital expenditures in Arizona in the near 

future? 

No. According to Continental, its present Work Plan does not include any projects in 

Arizona between 2000 and 2002. 

Has Utility Authority generated any capital budgets for the Continental properties it will 

be acquiring? 

Not yet. Utility Authority has stated that it will consider its own capital budgets for the 

area after the acquisition has been completed. 

Utility Authority’s Financial Capability 

Q. 

A. 

Please discuss Utility Authority’s overall financial capability. 

Utility Authority has provided copies of the Independent Auditors Report prepared by 

KPMG for 1999, as well as Utility Authority’s RUS Form 7 reports for its electric 

operations for the previous five years. Exhibit JMR-1 shows Utility Authority’s income 

statement and balance sheets for the years 1998 and 1999. It can be seen from the exhibit 
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that Utility Authority had a times interest earned ratio (“TIER’) of 2.50 and 1.59 in 1998 

and 1999, respectively. The TIER measures the number of times earnings will cover 

interest payments. Generally, a TIER of at least 1 S O  is preferred. 

Utility Authority’s current ratio, calculated by dividing current assets by current 

liabilities, was 1.39 in 1999. This ratio indicates the extent to which current liabilities are 

covered by those assets expected to be converted to cash in the near future. A current 

ratio above 1 .O indicates the ability to meet current liabilities in times of distress. 

Total equity for 1999 was $119,840,357, up $5,460,753 from the previous year, and 

comprised approximately 79 percent of total capital. Long-term debt excluding the 

current portion totaled $32,001,684, comprising approximately 21 percent of total capital. 

This capital structure represents little financial risk, and is consistent with sound financial 

health. The majority of Utility Authority’s long-term debt is with the Rural Utilities 

Service (“RUS”) and National Rural Utilities Cooperative Finance Corporation (“CFC”) 

at favorable interest rates. Thus, the Authority has a proven ability to attract reasonably- 

priced capital. 

Q. 

A. 

In your opinion is Utility Authority financially capable of acquiring Continental’s electric 

assets in Arizona? 

Based on Utility Authority’s audited financial statements, I believe that it is financially 

sound and capable of acquiring and operating Continental’s electric assets in Arizona. 

Conclusion and Recommendation 

Q. Does Staff recommend approval of the proposed sale of assets and transfer of the CC&N 

from Continental to Utility Authority? 

Utility Authority has 35 years of experience providing utility service to portions Arizona, 

New Mexico, and Utah. Staff believes that in addition to lower rates, the current 

A. 

JBCl18T 
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customers of Continental may experience other benefits as a result of the transaction, 

such as faster response times when outages occur and the convenience of receiving 

Q. 
A. 

JBCl18T 

electric, water, and wastewater bills on the same statement. 

Staff believes that, from a technical and operational standpoint, the cusi mers in the 

affected service areas will not be adversely affected by the proposed sale and transfer of 

the assets and CC&N. Staff believes that Utility Authority is financially sound and has 

the financial capability of providing service to the current Arizona customers of 

Continental. Further, Staff believes that the customers may ultimately benefit from 

reduced administrative and overhead costs resulting from economies of scale. 

Staff believes that Utility Authority is a fit and proper entity to assume the CC&N 

currently held by Continental and the transfers are in the public interest. 

Staff recommends that the proposed sale of assets should be approved, subject to a 

hearing. 

Does this conclude your direct testimony? 

Yes, it does. 


